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Research on the Impact of Financial Flexibility on Audit Quality
——A Study on the Corporate Governance Effect of Margin Trading

Chang Liu!, Hong Huang?!

(1.School of Finance and Business, Shanghai Normal University, Shanghai 200234,
China)

Abstract: Most of the existing articles on audit quality study from the perspective of audit
subjects such as auditor characteristics and internal structure of audit firms. From the perspective of
the auditee, this paper studies the impact of the internal financial behavior and external market
performance of the auditee on the audit quality. It is found that: (1) the relationship between financial
flexibility and audit quality is an inverted "U" relationship, that is, with the increase of enterprise
financial flexibility, the audit quality of enterprises shows a trend of first improving and then
decreasing. (2) The implementation of the margin trading system has improved the degree of
aggressiveness or conservatism of the audit report issued by the auditor and reduced the audit quality.
Further research found that, After the implementation of the margin trading system, the impact of
financial flexibility on the audit quality of enterprises is reduced, indicating that the implementation
of the margin trading system has a certain external governance effect. The research results provide
some enlightenment and suggestions for enterprises that are expected to improve financial flexibility
to deal with economic policy uncertainty, and provide a reference for improving audit quality and
perfecting margin trading mechanism.

Key Words: Audit Quality;Financial Flexibility; Margin Trading; Corporate Governance
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